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The Anti-Inflation Program 


What should be the main emphases in the effort to avoid inflation, or, in other words, an unduly high 

cost of living? Should the main reliance be put on a drastic tax program? What kind of taxes 

should we have? What about compulsory savings? Would very heavy taxes do away with the neces- 

sity of wide rationing? By what methods, and in what spirit, should we share denial? We here ex- 
plain the anti-inflation program and discuss current issues related to it. 


The unprecedented war production program is resulting 
in new high levels for the total income received by all the 
people. The National Income Section of the Department 
of Commerce estimated the national income in 1941 at 
$94,500,000,000, more than 10 billions higher than in 1929, 
the previous peak, and 17 billions higher than in 1940. 
(These figures are in dollars and not in terms of purchas- 
ing power.) Salaries and wages combined were reported 
in 1941 to be $61,163,000,000, or about nine billions higher 
than in 1929, and about 12 billions higher than in 1940. 
Income in the form of interest was reported to be $5,261,- 
000,000 in 1941, $5,160,000,000 in 1940, and $5,867,000,- 
000 in 1929. Dividends of corporations paid to stock- 
holders were estimated at $4,649,000,000 in 1941, $4,261,- 
000,000 in 1940, and $5,940,000,000 in 1929. Most of the 
recent growth in volume of income has been in the form of 
salaries and wages. ’ 

The WPA estimated the total number of persons work- 
ing in all employments to be five millions more in April, 
1942, than in the same month of 1940. The level of national 
income for the first quarter of 1942 indicated an annual 
figure of $106,000,000,000. For the balance of the year 
the rate will be higher, and estimates generally run from 
$110,000,000,000 upward. How that will be distributed 
among income groups is also a matter of much discussion 
in Washington today. 

Available supplies of consumers’ goods already have 
been greatly reduced by the war, and the trend continues. 
It is believed that purchasing power in the hands of the 
public may be about 17 billions in excess of the current 
value of the volume of consumers’ goods that is likely to be 
available. In 1936 the National Resources Planning Board 
found in a thorough study of consumer incomes and ex- 
penditures that about 70 per cent of the families and single 
individuals had incomes of less than $3,000 a year. It 
therefore follows that a large portion of the volume of the 
new purchasing power of 1942 will be in the hands of the 
telatively low income groups. Secretary Morgenthau 
recently indicated that the chief gainers in new purchasing 
power during 1942 might be those persons earning be- 
tween $2,000 and $3,000 a year. 


Average weekly earnings of workers in all manufactur- 


ing industries advanced from $25.50 in February, 1940, to 
$35.76 in February, 1942, the latest figures available, an 
increase of about 40 per cent, according to the reports of 
the Bureau of Labor Statistics. Average hours worked 
weekly were reported to be 37.3 in February, 1940, and 
42.2 in the same month of 1942. The cost of living has 
generally advanced at least 15 per cent since the summer 
of 1939, according to the estimates of the Office of Price 
Administration, although the retail prices of foods alone 
in large cities were reported in February, 1942, by the 
Bureau of Labor Statistics to be 25 per cent above those 
of August, 1939, before the outbreak of the war in Europe. 


What Is the Program? 


As President Roosevelt said in his fireside chat on the 
anti-inflation program, to the laymen the problem is one 
of controlling the cost of living. It involves ethical con- 
cepts, sharing denial, for example. By what methods, and 
in what spirit, should we share with one another? 

Let us recall that the President outlined a seven point 
program to deal with the current situation: (1) Heavy 
taxation, keeping profits at a low level, and individual in- 
comes no higher than $25,000 after all taxes; (2) ceilings 
on prices at the March, 1942, level, and control of rents 
in most areas; (3) stabilization of industrial wages at ap- 
proximately current levels; (4) stabilization of farm 
prices, with ceilings at “parity”’—the purchasing power of 
farm products during the years 1910-14—rather than 110 
per cent of parity, as the Price Control Law permits; (5) 
the wide purchase of all forms of government bonds by 
individuals, i.e., “the primary investors”; (6) rationing of 
the scarce, essential commodities; (7) restrictions of 
charge and instalment accounts. 

This program required new legislation only at point 
one, taxes, and point four, farm prices. Portions of the 
farm lobby and of the farm bloc in Congress have met 
jointly and apparently agreed to oppose the President on 
farm prices. Labor unions have permitted applications for 
general wage increases to stand, but the War Labor Board 
has at this writing ruled in a few cases against further 
increases in the highest wage classifications, and is ex- 
pected shortly to rule on pending cases involving large 
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numbers of workers. This will determine Administration 
attitude regarding further general wage increases for the 
better paid industrial workers. It should also be noted 
that most cases of wage adjustment are settled in nego- 
tiation without reference to the Board, and industries 
have been bidding for the available trained workers. 

Leon Henderson, the price administrator, has opposed 
further general wage increases, but favors advances for 
the low-income groups in labor’s ranks. There is dis- 
cussion of “freezing” wages, but prevailing governmental 
opinion seems to be that adjustments, particularly for the 
sub-standard groups, should be made case by case by the 
War Labor Board. The President’s program in large part 
follows Canadian experience, which was summarized in 
INFORMATION SERVICE for February 14, 1942, “Our Con- 
sumer Interests.” 


Is Taxation the Most Important Method? 


The announcement of this program evoked high interest 
in all portions of it, and in the interrelations of various 
planks. There are those who say that a drastic tax pro- 
gram is the way, if the country will stand it. There are 
those who stoutly defend voluntary purchases of bonds by 
individuals, and those who insist that only a system of 
compulsory savings would be fair and just to all con- 
cerned. ‘The purchase of government securities in large 
amounts by individuals is generally favored as an impor- 
tant anti-inflation technique, because it tends to drain off 
purchasing power, whereas purchase of these securities by 
the commercial banks may result in widening the base oi 
credit. 

The Ways and Means Committee of the House of Rep- 
resentatives is writing the 1942 Revenue Dill and expecis 
to report it out before June 15. Therefore, much of the 
interest in the anti-inflation program has centered on the 
tax proposals. As this is written, the main outlines of the 
bill are foreshadowed by announcements of votes taken in 
the committee. 

The new bill will probably propose a tax upon 94 per 
cent of the excess profits of corporations, and a surtax of 
16 per cent on corporations reporting over $25,000 of net 
income, in addition to the normal levy of 24 per cent. 
(Surtaxes and normal taxes are graduated at slightly 
lower levels for the smaller corporations.) The excess 
profits tax woud be figured on a base of the years 1936-39, 
by either the “invested-capital” method or the “average 
earnings” method, as in the 1941 Revenue Law. Corpora- 
tions will thus pay in federal taxes in 1943, the large sum 
of 10 billions of dollars, an increase of 25 per cent over 
1942, it is forecast by the Treasury. 


This vote of the Committee led Colin F. Stam, Chief of 
the Staff of the Joint Committee on Internal Revenue 
Taxation, a permanent Congressional agency, to recom- 
mend a maximum excess profits tax of 80 per cent, rather 
than 94 per cent. He cited American experience during 
the first World War and British experience in the second, 
and concluded that a levy in excess of 80 per cent simply 
encourages waste and extravagance on the part of the 
managers of corporations. Great Britain, in the present 
war, enacted an excess profits tax of 100 per cent, only to 
modify it quickly by providing for a credit of 20 per cent 
to be refunded in the postwar years. Heavy expenditures 
for advertising in wartime are often cited as one method 
used by corporations to increase cost and reduce taxes, 
even when the advertising is not needed because of re- 
duced supplies. (A certain degree of “goodwill” adver- 
tising to keep the name of a company or a brand name 


before the public during the war, is defended as a necessity 
under competitive conditions by managers of corporations 
even though there are no goods to sell.) How high a 
excess profit tax is practical? At what point does it be 
come wasteful? These are technical questions that obyj- 
ously have an ethical aspect. 


How Heavy a Personal Income Tax? 


The amount to be realized from the personal income 
tax depends upon many factors: What exemptions will be 
granted, what will be the normal rate, what will be the 
surtax, what will be the credit for dependents, what will 
be the credit for earned income, will husband and wife be 
compelled to make joint returns? “Ethical Issues in Fed. 
eral Taxation” were presented fairly thoroughly in Iy. 
FORMATION SERVICE for September 27, 1941. Certain of 
the perennial issues will not be repeated here, because the 
space of this issue must be given mainly to the anti-infla- 
tion aims of the tax program. 

Chief interest centers in taxation of the relatively low 
incomes. The House Ways and Means Committee has 
voted to reduce exemptions to $1,200 for married couples 
and $300 for single persons, with an allowance of $400 
for dependents—usually children under 18 years of age— 
and to permit the 10 per cent earned income deduction 
for individuals having up to $14,000. It has also voted to 
raise the normal income levy irom four per cent to six 
per cent, and levy surtaxes, beginning with 12 per cent, 
instead of six per cent, on the first two thousand of net 
taxable income, up to 81 per cent on net taxable incomes 
ot over $5,000,000, compared with 77 per cent in current 
schedules. This will produce in 1943, it is hoped, about 
$2,750,000,000 additional income, an increase of approxi- 
mately 50 per cent over the yield for 1942. About 7,000,000 
new, low income people will be brought “into the fold,” 
but most of the volume of new money will come from the 
old tax payers. 

The Committee will also recommend to the House that 
husbands and wives “living together” must make joint 
returns, and estimates that this device alone will realize 
$350,000,000 in new revenue. This money will come 
mainly from the high income groups, as we indicated in 
INFORMATION SERVICE for September 27, 1941. (Fora 
discussion of the “mixed ethical issues” presented by this 
proposal, see that number.) 

‘Lhe Committee has also voted not to recommend a bill 
which would subject the income irom securities issued by 
states and local governments to a federal tax, 


A Sales Tax? 


Here the much publicized sales tax issue comes up. 
If relatively low incomes must be taxed somewhat as at 
anti-inflation measure, is it better to have a drastic income 
tax that “will reach down,” or a general sales tax? Tax 
experts now seem generally to believe that low income 
people actually already pay heavy taxes, mainly of the 
indirect variety, e.g., sales taxes on gasoline and tobacco 
and many other items. The experts disagree as to the 
amount of the burden, and the monograph IVho Pays the 
Taxes? published by the Temporary National Economic 
Committee, cited in our issue for September 27, 1941, has 
had numerous well-informed critics. Nevertheless, Sec- 
retary Morgenthau has testified that low income people 
already pay in taxes a “disproportionate” share of theit 
resources in indirect taxes of various kinds. The TNEC 
monograph estimated the total tax burden to be 21.9 pet 
cent on those having less than $500, 18 per cent on the 
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$500-$1,000 group, and between 17 and 18 per cent for 
the groups up to $10,000 for 1938-39. On higher incomes, 
total tax payments were estimated to be 25.5 per cent oi 
the income of the $10,000 to $15,000 group, and 37.8 per 
cent for those with incomes of over $20,000. 

Polls have been taken indicating that a majority of the 

ople would be willing to have a general sales tax of 
two per cent levied, in order to help pay for the war. There 
is also some informed opinion to the effect that low in- 
come people would actually rather have a sales tax on 
every item than a new high income tax which they are 
unaccustomed to plan for and must pay quarterly. Since 
most people apparently do not budget carefully, this atti- 
tude is readily understandable. Some of this feeling 
among the low income people might be modified, if income 
taxes were to be largely “paid at the source” by means oi 
an advance collection from payrolls to be paid directly by 
employers monthly to the Treasury. But at this writing 
ihe Ways and Means Committee seems reluctant to start 
this process. 

General sales taxes fall more heavily on the low income 
families and individuals than on those in the higher brack- 
ets. Therefore, probably the leaders of the consumer 
movement, and most economists interested in consumer 
problems, would go along with Leon Henderson in his 
opposition to a general federal sales tax, and his advocacy 
instead of low exemption for the federal income tax. A 
sales tax on food and clothing, for example, would be 
“regressive,” and unduly affect a large proportion of the 
expenditures for necessities by those in the low brackets. 
An exemption from direct federal income taxation of 
$1,200 for a family at least leaves untouched the expendi- 
tures for food and clothing of large numbers of families. 
This point is controlling to many who have thought care- 
fully about the ethics of the sales tax. 

Large sums of money apparently can be raised by 
either a very drastic income tax, with low exemptions, or 
a general sales tax. The new income levies, as before 
indicated, are estimated to produce a yield in new money 
of some $2,750,000,000. A five per cent retail sales tax 
would yield about $2,469,000,000, the Treasury has esti- 
mated, if all finished articles and food and clothing were 
taxed, and government purchases and those of war con- 
tractors were exempted. It becomes a problem of the 
choice of the means. Congressional estimates of the psy- 
chology of the people will bear heavily on the making 
of the choice. 


The Ceiling on Incomes 


The President’s recommendation that no individual 
should retain more than an income of $25,000 annually, 
ater all taxes, during the war seems in Congressional 
circles to have been one of the least popular parts of the 
program. It is known there as the “C.I.O. proposal,” but 
any Congressman with a good memory and accustomed 
to wide reading could easily recollect that Christian Sociai- 
ists had favored some such limit—or even the precise 
$25,000 limit—long before there ever was a C.1.O. Legis- 
lation to this effect would in all probability reach consider- 
able numbers of people who receive income from tax- 
exempt state, local and federal securities. It would thus 
become a departure that would easily raise constitutional 
questions regarding the status of tax-exempt securities. 
There are eminent legal authorities who believe the federal 
government already has adequate power to tax the income 
from the state and local government securities, because of 
the wording of the income tax amendment, which uses 
the words “from whatever source derived.” Others would 
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enact a law to apply only to future issues. Still others 
believe a new constitutional amendment is necessary. All 
federal bonds issued since early 1941 have been subject 
to all federal income taxes. 

It is estimated that over 50,000 families and single indi- 
viduals had incomes of $25,000 and over in 1940, but that 
only about half of these would have incomes large enough 
to have $25,000 leit after all 1942 taxes. Therefore, the 
recommendation would apply to about 25,000 families and 
single individuals in the country. 


Compulsory Savings? 


The Treasury hopes to raise $1,000,000,000 a month 
through voluntary purchases of war bonds by individuals, 
by means of a drive that is to be “stepped up” consider- 
ably in June. The amount hoped jor is double the average 
for the past twelve months. The Treasury has asked 
individuals to put aside 10 per cent of their incomes ior 
this purpose. It is believed the Treasury will have to 
borrow a total of at least $35,000,000.000 over and above 
a total tax yield of over $30,000,000,000, in the fiscal year 
1943, and that figure is probably too conservative. Banks 
and insurance companies and other institutions will be 
the heaviest purchasers, and will have to take about twice 
as much as the $12,000,000,000 hoped for from individuals 
directly. In the early days of the defense effort, the 
Treasury did not favor drives, but found that in the pre- 
Pearl Harbor days only about one person out of ten with 
available income came forward voluntarily to purchase 
defense bonds. Voluntary payroll deduction plans are 
enlisting many people, and the community drives are 
mainly for the purpose of persuading those not being 
reached by payroll deductions. 

An economist recently appeared at the Federal Council 
office and made an eloquent statement on what he regarded 
as the iairness of the compulsory over against the volun- 
tary method of increasing the investment of savings in 
government bonds. There seems to be a considerable 
number of individuals who would rather have a form of 
compulsory savings, in the nature of a tax, than the com- 
munity pressure of sales drives for war bonds. but the 
voluntary drive is on, and is to have a fair trial, beiore 
any change in Administration policy. 

Meanwhile, Representative Albert Gore of Tennessee 
has introduced H. R. 7065, providing for compulsory in- 
vestments of percentages of all “wage payments,” ol, for 
example, six per cent for an unmarried person earning 
$20-$30 a week, 10 per cent for both single and married 
workers in the $60-$70 brackets, etc. All incomes wouid 
be affected, and the scale would be graduated upward to 
100 per cent, by providing for a ceiling of $25,000 on 
personal incomes, after payment of taxes, the difference 
between taxes and $25,000 to be invested in special bonds. 
This issue of securities would bear interest of one per 
cent, with the maturities discretionary with the Treasury. 


Rationing 

Priorities for war production are causing scarcities of 
many supplies, also a considerable degree of unemploy- 
ment, the effects of which cannot vet be forecast. ‘There 
is nothing automatic about the “absorption” of unemployed 
workers in the war production program. Retraining, trans- 
portation and housing are often important problems “along 
the way,” after a worker has lost a job, before he gets 
into an “essential industry.” 

The Administration policy has been to ration the very 
scarce and critical items, such as rubber, sugar, gasoline. 
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Rationing is difficult and expensive, and its success is to a 
considerable degree dependent upon voluntary observance, 
cooperation and understanding. Thoughtful people every- 
where seem to feel that we have not got under way hap- 
pily. Apparently neither government officials nor the 
people have always behaved well, and the press must share 
some of the blame. The public has been confused by con- 
flicting remarks made by persons who are supposed to be 
on the same “team.” Some express the opinion that the 
officials have not always taken sufficient time to explain 
the “why” of a particular scarcity. On the other hand, 
we as a people seem to have behaved like spoiled children. 
More than one observer says we have already become a 
nation of liars. Perhaps the most comforting thoughts are, 
(1) that we have apparently acted about as people in other 
nations have, and (2) that, after our first blushes of 
shame and confusion we may stabilize and recover our 
discipline. 

If there are to be no extensive black markets (bootleg- 
ging), there must be discipline and observance. There 
will not be enough enforcement officers to make rationing 
work. 


There are some throughout the country who believe 
that a very drastic income tax policy would do away with 
the necessity for rationing generally. This view is not 
shared in Washington. There are certain widely used 
items that apparently will have to be rationed, because of 
transportation problems. There are discussions of nation- 
wide rationing of gasoline, for the purpose of conserving 
rubber. It is also evident that rationing tends toward 
equality of status for all income groups, whereas without 
rationing the high income groups obviously have advan- 
tages over the low. There is also some opinion among the 
informed in Washington that in a democracy there has to 
be the full seven-point program, and that particularly in 
an election year Congress is not likely to impose taxes on 
such a scale that taxation can become the technique to 
be used above others in an anti-inflation crusade. 


Price Controls 


The over-all price ceilings at the March levels are just 
going into effect. There are important omissions from the 
general order, including many items of food, but this 
order provides that anything not mentioned as excluded 
is included. Thirty thousand items are mentioned. Rent 
control begins June 1, at the earliest, and in most places 
not until after July 1, because local authorities must be 
consulted. The effectiveness of the program will un- 
doubtedly be largely dependent upon the success of wage 
stabilization, and upon the activities of the farm lobby and 
the farm bloc. The events of the next few weeks and 
months will determine whether we can do what Canada, 
for example, has succeeded in doing. There the general 
price level has actually been kept stationary from Decem- 


ber, 1941, through April, 1942. 


Social Security Taxes 


Treasury recommendations for increasing social security 
taxes, are to be taken up after the general Revenue Dill 
is disposed of. If $2,000,000,000 were to be secured by 
increasing these taxes, as the Treasury recommends, they 
would certainly figure largely in the anti-inflation program. 
It is expected that efforts will be made to include em- 
ployes of all non-profit agencies under the coverage for old 
age and survivors’ insurance, exceptions to be granted with 
respect to clergymen and members of religious orders. 
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Taxation of Non-Profit Agencies ? 


Three tax proposals, not a part of the anti-inflatig, 
program, but pertaining to non-profit organizations, hay, 
received much discussion among leaders of churche 
private colleges, and social agencies. They were made hy 
Randolph Paul, tax adviser to the Secretary of the Treas. 
ury, in testimony before the House Ways and Meay 
Committee on March 3. Mr. Paul advocated that legisl. 
tion be enacted: one, to limit tax-free bequests to charity 


education or religion to a specified percentage of an estate: 


two, to levy the inheritance tax upon transfers during 
lifetime, after age 65, to any one beneficiary, above ; 
specified percentage ; and, three, to tax the income derived 
from a trade or business owned or operated by an educa. 
tional, religious or charitable corporation. A ceiling of 
50 per cent has been favored informally by Treasury a¢- 
visers, for the estate tax proposal, although no amount was 
mentioned in testimony before the Committee. 


Many officers of hospitals, colleges and churches have 
now made known their opposition to the proposals. They 
wish to support the long established practices of American 
governments that encourage personal initiative in the sup. 
port of organized religion and of voluntary educational and 
charitable activities. It has also been the legal tradition, 
it is held, to exempt from taxation the income from busi- 
ness enterprises owned and operated by non-profit agen- 
cies because of the use made of the income. Use and not 
source has thus far'governed the legislators in granting 
such exemptions. Officers of Protestant and Catholic 
churches have counseled that these proposals be examined 
with unusual care, and apparently have unanimously op- 


posed them all. 


With regard to the estate tax proposal, Treasury experts 
allege “abuses” of current liberties, particularly in the 
creation of charitable trusts or foundations that continue 
family control over wealth. Officers of the voluntary 
organizations generally hope that these practices can be 
dealt with without taking steps which might diminish the 
income of these organizations and institutions at a time 
when gifts are hard to secure. 


There is apparently a group in the social agencies, who, 
while concerned, have decided to take no position because 
of the need for revenue in financing the war effort. How- 
ever, no estimates of possible revenue have been made by 
the Treasury. 

The federal government at present levies taxes on 
estates only after an exemption of $40,000 of the net 
value ; hence the proposal would apply only to a portion 
of a relatively large estate. 


These proposals present a whole set of issues, which the 
churches and others may have with them for some time, 
no matter what action Congress may take this year. One 
encounters in Washington circles remarks such as the 
following : “Isn’t it fair to other business to levy an income 
tax on businesses owned and operated by churches? 
Wouldn't churches be better off spiritually without some 
of the preferences they are now granted? Who can tell 
what governments may have to do by way of inheritance 
taxation in order to finance the war? Inheritance taxation 
has a social aim, and aren’t many of the churches some- 
what interested in that social aim? Should not the great 
needs of the whole people at a particular time gover 
estate taxation? Total war has already changed many 
aspects of American life—may it not also have to change 
inheritance taxation? War is a great leveler, and death 
is also a great leveler.” 


\ 


leli 
duc 
Wi 
thi 
De 
tra 
bet 
rec 
the 
me 
res 
Ca 
by 
is 

Co! 
Dis 
Ev 
Me 
Pr 
Pr 
Pr 
Ot 
Ur 
Ne 
Mi 
E. 
| W 
So 
W 
M 
Ps 
Ce 
fin 
P 
E 
th 
333 

XUM 


